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Conclusions 
We have set out to determine whether the SBIC's are serving the 
purposes originally intended by Congress when it enacted the Small 
Business Investment Act. In order to accomplish this purpose, we have 
examined in detail the provisions of the Act, traced the development of 
the SBIC's, and tried to examine objectively the various type~f SBIC's. 
We pointed out advantages of SBIC size and location, and tried to 
demonstrate the mechanics involved and the financial implications of 
SBIC financing. We then proceeded to study in detail asset makeup, 
particularly portfolio makeup of the SBIC's both chronologically and by 
SBIC size. 
In the last chapter we presented an analysis of the actual perform-
ance by comparisons of Return on Assets and Net Worth. In order to 
derive any meaning from these figures, we can compare the performance 
of the SBIC's with that of the aggregate of financial companies. 
~igures for the latter are to be found in the annual April number of the 
First National City Bank Monthly Letter. The comparison is shown below. 
TyEe of ComEany % Return on Net Worth 
1960 1961 
All SBIC' s 0.3 0.3 
Commercial Banks 10.4 9.8 
Investment Trusts 3.1 3.2 
All Financial Companies 6.6 6.4 
All Companies 9.1 8.7 
We see from the above figures that SBIC's still have a long way to 
go before they are able to perform as well as the more well-established 
financial institutions, but performance growth is rapid and is increasing 
steadily. 
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We mentioned in one of the earlier chapters that the market seems 
to be underevaluating SBIC's. A survey shows that presently the average 
ratio of Market Price to Book Value for all publicly held SBIC's is 
60%, or 0.6 (See Appendix IV). This may be compared with a ratio of 
1.2 for all financial institutions and 1.6 for all companies. (These 
data were compiled from an independent survey.) The ratio for SBIC's 
seems rather low, but apparently the public has lost confidence in 
financial institutions in general, since 1.2 is also a relatively low 
ratio. However, the prospective investor may take advantage of a time 
like this to invest in some of the SBIC's with very low P/BV ratios. 
I think we may conclude, therefore, that the SBIC's have indeed 
lived up to the expectations of Congress. They are doing exactly what 
they were set up to do, namely, give small business a shot futhe arm. 
They are supplying venture capital to small businesses which would no 
doubt have gone bankrupt had not SBIC financing been available. The 
SBIC is fast becoming an accepted investment channel, and many banks and 
other large investors realize this fact and are making use of it. 
SBIC's are becoming more and more involved in direct and indirect 
participation in small business concerns by the purchase of common 
stock and convertible debentures of these companies, and thus they have 
a real interest in the welfare of the latter. The SBIC's will undoubtedly 
continue to grow and prosper and be a constant source of support to 
small business and the American economy. 
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INTRODUCTION 
The Small Business Investment Company (SBIC) is an outgrowth of 
two important needs: 
1) the need for more venture capital to sustain the rapid growth 
of our economy. 
2) the need for formalization of venture capital in order to 
broaden its appeal to potential investors. 
Since small business is the backbone of our economy, the United 
States Government long felt the need to facilitate and sustain a healthy 
flow of venture capital into the needy multitudes of small businesses 
throughout the nation. Since venture capital is medium-to long-term 
debt and equity financing, not only are banks unable to provide these 
vitally needed funds, but also the United States Small Business 
Administration (SBA) is not legally permitted to provide this type of 
financing. 
Small businesses, then, who needed funds either to keep going or 
to expand, have been forced to raise money either from private sources 
or by selling securities on the open market. If the former sources were 
unavailable, as was generally the case, the small concerns had to resort 
to the latter, which proved to be very costly. The underwriter of a 
small security issue generally takes a large percentage of the funds 
raised (either a bond or stock issue), leaving the company with rela-
tively small net proceeds. This is quite the opposite for a large company, 
however, which can obtain either debt or equity funds relatively cheaply. 
(See Appendix I) 
Spearheaded by Wright Patman in the House of Representatives and 
John Sparkman in the Senate, the Small Business Investment Act (SBIA) 
was passed in 1958. The Act authorized the creation of a new institution 
whose express purpose was to provide medium- to long-term financing to 
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small business concerns. This financial institution was the Small 
Business Investment Company, popularly known as the SBIC. 
Although the Act provided for federal chartering of the SBIC's by 
the SBA, all the individual states quickly passed their own laws 
permitting the chartering of SBIC 1 s. However, each SBIC must apply to 
the SBA for a federal license before it can operate. The SBIC is subject 
to regulation by the SBA, but its own officers and directors make the 
decisions concerning its investments and investment policy. 
The SBIC adds a new dimension to banking. It serves to augment 
present capital sources and in many cases bridges the "equity gap", 
i.e., as a source of medium- and long-term financing, it meets the needs 
of the company whose requirements are too large for private funds and 
too small for a public stock issue. The SBIC offers rich capital through 
a formalized program administered by professional businessmen with the 
added protection of regulation by the SBA. 
An SBIC will typically invest in a company needing funds for 
expansion in a strong growth industry. This company must have a strong, 
successful management team, a sound short-and long-range program for 
research and development, expansion of facilities, acquisition, etc., 
and a financial plan that includes a public offering within the next 
few years, thus affording the SBIC capital gain advantages from its 
investment. 
Once a company has applied to the SBIC for venture capital, the SBIC 
will investigate it thoroughly, either with its own experts or board 
members or through an independent consulting firm. If the investigation 
is fruitful, further negotiations are made to determine immediate and 
longer term needs. And finally, a loan will be made or equity 
participation will be developed, or some combination of the two. Certain 
SBIC 1 s negotiate for a controlling position in their investees, while 
~others are content to limit their equity participation to a mutually 
acceptable estimate of their contribution to the company's net worth. 
DATE 
)t. 30, 
-· 
31, 
-· 
31, 
-· 
31, 
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(As in any venture capital transaction, the greater the risk involved, 
the greater will be the expected participation.) Other SBIC 1 s try to 
achieve a balanced portfolio consisting of glamour firms as well as some 
conservative investments. 
The growth of the number of SBIC's has been quite rapid, even 
astonishing (see Table 1). In the 3~ years since the first SBIC was 
licensed in March, 1959, the number of SBIC's has increased to over 500, 
with about one in eight publicly held. 
1962 
1961 
1960 
1959 
Table 1 
5fSCC.. &IUIWTH 
NO. OF PUBLICLY TOTAL SBIC PUBLIC SBIC 
NO. OF SBIC'S HELD SBIC'S (%) CAPITAL CAPITAL (%) 
565 67 (12) 554,000,000 36 7' 000' 000 
448 45 (101 433,000,000 300,000,000 
175 15 (9) 162,000,000 94,000,000 
48 1 (2) 40,000,000 20,000,000 
With this as a background, I set out to do the following: 
1) examine the provisions of the SBIA and any changes which have 
been made since its enactment; 
2) examine the investment policies of the SBIC 1 s and any special 
purposes they might have; 
3) determine the performance of the various SBIC's, concentrating 
on the publicly held SBIC's, since they supply two-thirds of all 
SBIC capital. 
(66) 
(69) 
(58) 
(50) 
To accomplish these ends, I used the following sources of 
information: 
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1) copies of the SBIA and its amendments, and various other material 
supplied by the SBA; 
2) "The Reporter", a publication of the SBA Investment Division; 
3) prospectuses and Annual & Interim Reports of the publicly 
held SBIC's; 
4) reprints of articles published in "Forbes", "Barrow's", the 
''Wall Street Journal", and other publications; 
5) the "SBIC Evaluation Service", published by S. M. Rubel & 
Associates, Chicago. 
6) other material supplied by various SBIC's. 
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Provisions of the Small Business Investment Act of 1958 (SBIA) 
The SBIA became law on August 21, 1958. It has been amended by the 
Small Business Investment Act Amendments of 1960, which became effective 
on June 11, 1960. As stated in the Act, the purpose of the SBIA was "to 
improve and stimulate the national economy in general and the small 
business segment thereof in particular". 
This purpose was to be accomplished by the establishment of a pro-
gram designed to stimulate and supplement the flow into small businesses 
of private equity capital and medium- to long-term loan funds as these 
sources of capital are necessary for the sound financing of the operations 
of small business concerns and for their growth, expansion, and moderni-
zation. 
Under the program, the SBA was authorized to establish a division 
known as the Small Business Investment Division (SBID). This Division 
is headed by a Depty Administrator appointed by the Administrator of the 
SBA. (See Appendix II.) Through the SBID, the SBA 
a) licenses, regulates, and examines the operations of SBIC's; 
b) lends funds to these SBIC's; 
c) lends funds to State and local development companies (which will 
also be classified as SBIC's). 
The SBA can also suspend licenses of SBIC's. The Act provides that 
the functions listed above may be carried out in such a manner that 
participation of private financing sources is ensured. It also provides 
that any such financial assistance should not be merely a shifting of 
capital funds which would result in an increase of unemployment in any 
area of the country. 
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A prospective SBIC may apply to the SBID for a license to conduct 
its business in the territory described in the license. This territory 
will usually be restricted to a given area of the continental United 
States or any of its territories. The license permits the licensee to 
receive financial assistance from the SBA (this assistance will be 
examined later in detail), and makes the licensee subject to the purposes 
and provisions of the Act. A certificate, which is registered in the 
Washington office of the SBA, is issued to the licensee. 
Before being licensed, the SBIC must obtain a state certification 
of incorporation. The charter of the SBIC must contain the following 
provision: 
"This corporation is organized and chartered expressly for the pur-
pose of operating under the Small Business Investment Act of 1958, as 
amended, and will operate in the manner and shall have the powers, 
responsibilities, and be subject to the limitations provided by said Act 
and the regulations, issued by the Small Business Administration there-
under." 
The powers are: 
1) To act under a particular name; 
2) To issue a maximum number of shares of one or more types of 
stock; 
3) To borrow money and issue its debenture bonds, promissory notes, 
or other obligations; 
4) To provide equity capital to small business concerns (the 
latter will bedefined later), and sell or dispose of the 
securities it obtains in exchange for the capital provided; 
5) To make long-term loans to small business concerns and sell or 
otherwise dispose of these loans; 
6) To acquire control of a small business concern; 
7) To carry on its operations in conjunction with banks or other 
financial institutions; 
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8) To provide consulting and advisory services to small business 
concerns on a free basis; 
9) To acquire, hold and dispose of real or personal property. 
The responsibilities and limitations are: 
1) The SBIC may not invest in only one small business without 
permission of the SBA; 
2) It must invest funds not needed for current operations in direct 
obligations of, or obligations guaranteed by the United States; 
3) It must conduct its operations in accordance with the regulations 
of the SBA; 
4) It must submit to and pay for examinations made by the SBA; 
5) It must make reports to the SBA whenever the SBA may require 
them; 
6) It must limit its operations to the area designated in the license. 
Capital Requirements of an SBIC 
In order to obtain a license, the prospective SBIC must have a paid-
in capital and surplus of $300,000. However, if the necessary funds are 
not readily available (or available on reasonable terms) from private 
sources, the SBA may, upon request in the license application, purchase 
or agree to purchase debentures from the SBIC in an amount equal to the 
deficiency, provided that the deficiency does not exceed $150,000. In 
addition, the SBA will match dollar for dollar funds put up by the SBIC 
in an amount up to $400,000, provided as above, that these funds are not 
available from private sources on reasonable terms. 
These "matching funds" will be supplied by the SBA as debentures of 
the SBIC, and these debentures will be subordinated to all other 
obligations of the SBIC. Also, these "matching funds" will be considered 
part of the paid-in capital and surplus of the SBIC, along with its other 
paid-in capital and surplus, for financial reporting purposes and as a 
base for further loans. 
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The funds obtained from the SBA must not be invested in a business 
concern which derives a substantial portion of its net sales from the 
sale of alcoholic beverages, or in a business concern which is primarily 
engaged in agriculture, as such a concern may obtain funds from the 
United States Government in other ways. 
For the use of these "matching funds" the SBIC must pay interest 
of 5% per annum. In addition, it must pay a commitment fee of 1/12 of 
1% per month on all such funds committed by the SBA to the SBIC, unless 
the latter has obtained private financing before disbursement of the 
funds by the SBA. These funds may be repaid by the SBIC at its own option. 
The SBIC must maintain assets consisting of cash, eligible U.S. 
Government obligations, and a portfolio of loans and investments. It 
must maintain unimpairedcapital, i.e., the retained earnings deficit must 
not exceed 50% of the fully-paid capital stock issued and outstanding 
plus paid-in surplus. (For this determination, the "matching funds 11 
provided by the SBA are not considered a part of capital and surplus.) 
SBA Operating Loans to SBIC's 
In addition to the "matching funds" described above, an SBIC may 
borrow funds from the SBA in an amount equal to 50% of its paid-in 
capital and surplus, including any "matching funds" already provided. 
In return, the SBIC will issue subordinated debentures to the SBA, just 
as above. There is a limitation, ho~ver, on the amount of funds that 
may be provided in this way, namely $4,000,000. Funds so provided are 
to be used under the same restrictions as above. These funds, however, 
are not to be considered part of the SBIC's capital and surplus, but a 
liability, as any other debentures of the SBIC. The interest rate on 
such funds is 5% per annum, and there is no commitment fee. The 
debentures may, as above, be repaid at the option of the SBIC without 
penalty. 
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We can readily see, then, from the above provisions, viz., the 
providing of "matching funds" and the purchase of ordinary subordinated 
debentures, that an SBIC may obtain in this way a leverage of as much 
as 3 for 1 for a minimum SBIC, i.e., $3 of total senior capital for each 
$1 invested by the stockholders. (See Table II.) 
Table II 
p0T6t/TlAL s etc.. LEVc~AG-E. 
Jckholder "Matching Other Subordinated Total Total 
~ Invested 
l50, 000 
\.00,000 
300,000 
)00,000 
)00,000 
)00,000 
)00, 000 
Funds" Debentures SBA Funds Senior Capital 
$150,000 $ 150,000 $ 300,000 $ 450,000 
400,000 400,000 800,000 1,200,000 
400,000 600,000 1,000,000 1,800,000 
400,000 1,200,000 1,600,000 3 ,600, 000 
400,000 2,200,000 2,600,000 6,600,000 
400,000 4,000,000 4,400,000 12,400,000 
400,000 4,000,000 4,400,000 24,400,000 
What is a Small Business? 
A small business is defined by the SBA as one which: 
1) is independently owned and operated (i.e., not a subsidiary or 
affiliate of another concern); 
2) is not dominate in its field of operations; 
3) has total assets not exceeding $5,000,000; 
4) has net worth not exceeding $2,500,000; 
5) has not had net income after taxes averaging over $250,000 per 
annum for the past two years. 
Leverage 
3.00 
3.00 
2.25 
1.80 
1.65 
1.55 
1.22 
Page 10 
A business concern which does not qualify under these provisions 
may sometimes qualify under special provisions or criteria established 
by the SBA. 
Equity Capital Financing of Small Businesses. 
One of the major functions of an SBIC is to provide equity capital 
to incorporated small businesses through the purchase of equity securities 
(i.e., stocks of any class) and bonds or debentures which provide equity 
participation either through conversion or through the exercise of 
warrants, rights, or options. 
Where convertible debentures are the means of financing, they must: 
1) bear interest, the rate not exceeding the maximum rate permitted 
by state or local laws (where there is not a state limit, the 
SBA shall determine the maximum cost to the borrower.); 
2) be callable in whole or in part upon 3 months notice, upon 
terms originally agreed to by the borrower and the SBIC; 
3) be convertible, at the option of the SBIC or a holder in due 
course into common stock of the small business concern, up to 
and including the call date: 
4) be convertible at a price per share or series of prices not 
less than the sound book value of the stock, as determined by 
both parties when the loan was made (in determining the value 
of the stock, the relation of earnings to book value, earnings 
growth both past and future -- and other pertinent factors 
are to be taken into consideration.); 
5) not be convertible into other equity or debt securities which 
carry additional conversion rights; 
6) have maturities of from 5 to 20 years; 
7) not require repayment during the first 5 years of more than 
20% of the principal amount per annum. 
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In addition, the SBA prohibits issuance by the small business 
concern of additional stock purchase warrants, rights, or options, in 
order to protect the SBIC's potential equity position in the small 
business concern. And as additional protection, the SBIC may require 
collateral if desirable or appropriate. 
Before anycapital is provided to a small business concern, 
a) the SBIC may require the concern to refinance all or part of 
its outstanding debt so that the SBIC is the only creditor; 
b) the concern must agree that it will not incur any debt (other 
than that incur any debt (other than that incurred in the normal 
course of business) without first getting the SBIC's approval 
and giving the SBIC the first opportunity to finance this 
additional debt. 
When an SBIC provides capital to a small business concern, the 
concern has the right to become a stockholder in the SBIC by purchasing 
up to 5% of the SBIC's capital stock. (This provision originally 
required the small business concern to buy stock in the SBIC, but has 
since been amended.) The equity capital may be provided directly by 
the SBIC or in cooperation with other SBIC's, banks, financial 
institutions, or other investors. 
Long-Term Loans 
Another major function of SBIC 1 s is to provide debt financing to 
both incorporated and unincorporated small business concerns in order 
to provide these concerns with funds needed for growth, modernization, 
expansion and other purposes requiring medium- to long-range financing. 
The loans are not to provide the SBIC with a right or privilege to 
acquire an ownership interest in the borrowing concern, except through 
any collateral which may be required to secure the loan. 
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These loans are subject to the following provisions: 
1) they may be made directly by the SBIC or in cooperation with 
other lenders; 
2) they are to have maturities of from 5 to 20 years, extendable 
to 30 years at the option of the SBIC (if the latter finds that 
this extension or renewal will aid in the orderly liquidation 
of the loan); 
3) the loan may be in the form of a debenture or one of the many 
types of secured loans; 
4) the maximum interest rate an SBIC may charge shall be determined 
by the SBA; 
5) an SBIC may not invest in any one small business concern more 
than 20% of the SBIC's combined capital and surplus or $500,000, 
whichever is lower, except by express permission of the SBA. 
(Recently, the SBA has given permission to some of the larger 
SBIC's to invest as much as $1,000,000 in a single business 
concern.) 
6) all loans must be of sound value or reasonably secured; 
7) the SBIC may not require repayment of the loan during the first 
5 years of more than 20% of the principal amount per annum; 
8) loans with maturities of less than 5 years may be made by 
SBIC's when necessary to protect the interests of the SBIC in 
previously issued long-term loans or equity securities, but not to 
take care of normal short-term financing requirements of the 
small business concern. 
Consulting and Advisory Services 
One of the more important secondary functions of an SBIC is the 
providing of consulting and advisory services to the small business 
concerns it has invested in. These services may be provided on a fee 
basis, and may therefore furnish additional income to the SBIC. These 
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services may be provided to either a concern which meets the SBA require-
ments of a "small business" or another SBIC. 
An SBIC may render these services to a small business concern in 
which the SBIC has not an interest, provided that these services do not 
constitute a major portion of the SBIC's net income. 
If so desired, the SBIC may set up a wholly-owned subsidiary 
chartered for the sole purpose of providing consulting and advisory 
services to small businesses. If such a subsidiary is formed, each of 
its officers or directors must be either an officer or director of the 
parent company. The parent SBIC may invest no more than 1% of its paid-
in capital and surplus in this subsidiary, and may not transfer any part 
of the subsidiary to any other corporation than the parent itself. 
Tax Provisions 
In order to encourage the formation of SBIC's and the investment 
of potential stockholders in them, the following tax advantages are 
provided: 
1) A taxpayer who purchases the stock of an SBIC will be allowed 
an ordinary-loss deduction (rather than a capital-loss deduction) 
on losses arising from the worthlessness or sale of his SBIC stock. 
This is a tremendous incentive to a potential stockholder in 
an SBIC, because he may, in case of such a loss, declare the 
entire loss as a tax deduction; instead of being allowed only 
to use it to offset capital gains. 
2) Likewise, SBIC's will be allowed an ordinary-loss deduction, 
rather than a capital-loss deduction, on losses susained on 
convertible debentures or on the stock received after conversion, 
regardless of whether these losses are due to worthlessness, 
sale, or exchange of the security. 
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3) SBIC's are allowed a 100% deduction on dividends received from 
other corporations, rather than the 85% deduction allowed 
ordinary corporations. 
4) SBIC's, like banks, life insurance companies, personal finance 
companies, and other investment companies, are exempt from the 
"Excess Profits Tax" the surtax of 27.5% on undistributed 
earnings up to $100,000 and 38.5% on undistributed earnings 
over $100,000. 
Other Provisions, Limitations, and Restrictions 
1) SBIC's must furnish their stockholders with financial reports 
containing full disclosure on all matters which are significant 
to the interests of the stockholders. 
2) An SBIC may not reduce its paid-in capital and surplus, change 
its investment policy, plans to raise additional capital, or 
any other plans that it had originally stated in its license 
application, without consent of the SBA. 
3) Any change in the officers, directors, or owners of 10% or more 
of the stock of the SBIC shall be reported immediately to the 
SBA. 
4) Without the prior written consent of the SBA, no SBIC may have 
an officer~ director who is an officer or director of another 
SBIC. 
5) No person who owns 10% or more of the stock of one SBIC may 
own 10% or more of the stock of another SBIC. 
6) Each SBIC must maintain a fidelity bond covering every officer 
or employee who has control over or access to cash, securities, 
or other property of the SBIC. The amount of this bond varies 
from 7.5% of total assets for minimum SBIC's to 1.5% for very 
large SBIC's. 
Page 15 
7) The corporate name of an SBIC may not contain the words: 
"United States", "National", "Federal", "Reserve", or "Govern-
ment". 
8) Any publications of the SBIC, such as a prospectus, annual or 
interim reports, display signs, newsletters, or even stationery 
imprinted with the name of the SBIC, must include the words: 
"A Federal Licensee under the Small Business Investment Act of 
1958 ". 
9) Without prior written consent of the SBA, no more than 5 SBIC's 
may provide financing of $300,000 or more to any single small 
business concern. 
10) An SBIC may buy or obtain by exchange from another SBIC port-
folio securities in an amount up to 1/3 of its total ssets. 
11) The SBA may limit borrowing by an SBIC, but the Act does not 
prescribe any debt-to-capital ratio or insist on the 3 to 1 asset 
coverage required for investment companies in the Investment 
Company Act of 1940. 
12) SBIC's may make use of the advisory services of the Federal 
Reserve System and the U.S. Department of Commerce. 
13) A bank which is a subsidiary of a bank holding company may 
invest in an SBIC (up to 2% of the bank's capital and surplus). 
14) Normally, an SBIC may not acquire equity ownership of more than 
49% of a small business concern. (There have been exceptions.) 
15) An SBIC may not provide funds for land speculations, but it may 
provide funds for the acquisition and prompt development of 
land. 
16) SBIC's must keep current financial records and set up their 
accounting systems in accordance with the "System of Account 
Classifications" prescribed by the SBA. 
17) An SBIC may not provide funds for factoring operations or for 
the purchase of commercial paper. 
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18) An SBIC may not invest in securities of the Federal Intermediate 
Credit Banks, the FNMA, Federal Home Loan Banks, Federal Land 
Banks, Banks for Cooperatives, or the World Bank. 
19) An SBIC may not provide funds for purposes contrary to the 
public interest, such as gambling enterprises or purposes which 
would encourage monopoly. 
20) SBIC funds may not be used in self-dealing operations, such as 
providing financing to a small business concern 10% of which is 
owned or controlled by an officer, director, or major stock-
holder of the SBIC or his close relative. 
These, then, are the provisions of the SBIA. In the following 
chapters, I shall examine the development of the SBIC's, their policies 
and performance, and appraise their suitability as investment vehicles. 
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Development and General Appraisal of the SBIC's 
Large vs. Small SBIC's 
In the four short years since the SBIA was enacted, over 500 SBIC's 
have come into existence. Even in so short a time, however, enough 
experience has accumulated to warrant an appraisal of the field. 
One of the most significant trends one notices from examination of 
SBIC operations is the dominance of the larger companies. The 50 largest 
SBIC's accountfor 88% of all the capital invested in the SBIC program. 
The small SBIC's, i.e., those with capital and surplus of $1,000,000 or 
less, are also able to play a constructive role, but they operate under 
severe handicaps which make them less effective than the large SBIC's in 
promoting the purposes of the Act. 
In the first place, the large SBIC can afford full-time professional 
management, while the small SBIC usually has as its officers people who 
can devote only part of their time. With full-time management, the large 
SBIC has the manpower to devote a lot of time to locating and carefully 
investigating worthy small businesses. Also, this type of management has 
the time to consult with the small business concerns in which its company 
has invested. 
Large SBIC's have a further advantage in the fact that they can better 
afford the risk of long-term investment in small business concerns. Five 
years -- the minimum term for SBIC investments -- is a long period of time 
for a young small business, since it is this type of business which has 
the highest mortality rate, and this mortality almost always occurs in 
the first five years. Since the large SBIC has wide investment diversi-
fication, it is better able to afford this risk than the small SBIC with 
only a few investments. 
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Because the large SBIC is usually not fully loaned-up, it is able 
to take advantage of promising new investment opportunities when they 
arise. It is also able to provide continuing financial support to its 
portfolio companies. 
Because of its full-time management, its diversification and its 
size, the large SBIC can obtain capital from non-SBA sources more easily 
and cheaply than the small SBIC. The risks of lending to a small SBIC 
seem to be greater than the risks of lending to a large SBIC. 
Another important difference is that the large SBIC is able to obtain 
its return from capital gains, while the small SBIC, which has a more 
immediate need for funds, generally relies onthe high interest rates it 
obtains from loans (12-15%). The main reason for this difference is that 
a large SBIC is financially able to support a small company through its 
entire growth period, while the small SBIC, not having these resources, 
must engage in "one-shot" investments, usually those with a fixed annual 
return. 
Another striking difference is the relatively large usage by the 
small SBIC's of SBA funds. Recent figures show that for every $1 of 
private capital the large SBIC's have raised, they have borrowed only 2¢ 
from the SBA, while the small SBIC's borrow 57¢ from the SBA for every 
$1 of private capital. 
Specialization vs. Diversification 
There are many types and varieties of SBIC's. As the number of SBIC's 
increases, it is likely that new classifications and sub-classifications 
as well as entirely new types will arise. 
Fundamentally, all SBIC's have the same interest -- supplying 
venture capital. Some SBIC's are interested only in secondary partici-
pation through straight loans (mostly in the real estate field), while 
others are interested only in primary participation investments --
convertible debentures, warrants, and direct stock purchase. Most, how-
ever, co~ne participation with loans. 
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SBIC's can be divided into two groups -- specialists (either industry 
or geographical) and diversified (covering a range of industries in 
various locations). Among the SBIC's we can find specialists in many 
fields -- drugs, utilities, scientific, prefabricated homes, groceries, 
medical, recreation, etc. The industries attracting the largest number 
of SBIC's are: 
1) real estate; 
2) electronics and communications; 
3) other technical industries. 
One factor contributing to the establishment of special-interest 
SBIC's is the interests of the management and Board ofDirectors. Many 
SBIC's are formed by an individual or group of specialists in a particular 
industry, so naturally the main interest of this type of SBIC would be 
to help its own industry. Likewise, many SBIC's are formed by banks or 
have minority ban~ participation. These SBIC's are formed with the ex-
press purpose of handling loans and investments that the banks would like 
to handle, but are unable to for one reason or another. 
Naturally, the larger the growth potential of the industry, the 
greater the number of SBIC's specializing in that industry. The firms 
in glamour industries such as electronics and engineering research and 
development have many SBIC's they can turn to for financial assistance. 
Excluding real estate SBIC's, over 20% of the special-interest SBIC's 
are interested mainly in technically oriented small business concerns. 
Georgraphy plays an important part in the formation and growth 
potential of many SBIC's. An SBIC interested in a particular industry 
will locate in an area which is specialized in that industry: Boston, 
Los Angeles, and San Francisco for electronics and engineering research 
and development; Florida for real estate; the Southwest for oil and gas; 
and the Midwest for agriculture. By locating in the area of specialization, 
the SBIC has close contact with its portfolio companies. This proximity 
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facilitates participation by the SBIC in the affairs of the company and 
the day-to-day contact necessary in the early stages of its development. 
Another advantage of the location of an SBIC in a particular area 
is its ability to keep an eye on new developments in that area, and thus 
find good investment opportunities in their early developmental stages. 
This growing need for proximity and close personal contact between 
the SBIC and its investees and potential investees is resulting in the 
establishment by many SBIC's of branch offices in locations close to their 
investees. 
Another trend is that of SBIC's locating near large universities and 
research institutions. New products and new companies are often the out-
growth of academic and commercial Research and Development departments, 
and therefore closeness to potential investees at theearly stages of 
their establishment and development is valuable to the SBIC. 
Formation of NASBIC 
On June 10, 1962, the National Association of Small Business Invest-
ment Companies (NASBIC) was formed for the purpose of promoting cooperation 
among the SBIC's and acting as an advisory body for them. The main objects 
and purposes of the Association, as set forth in the NASBIC Manual, are: 
1) To promote through cooperative effort the business of companies 
operating under the authority of the Small Business Investment 
Act of 1958 or any amendments thereto; 
2) To provide a medium through which its membership may be enabled 
to confer, consult, and cooperate with governmental and other 
agencies in the solution of problems affecting the membership; 
3) To promote and maintain high standards of conduct in the trans-
action of the business of the membership; 
4) To undertake and pursue educational and research projects 
relating to the business of the Corporation and its members, 
and to disseminate the results of such projects to the membership 
and the public at large. 
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This organization was formed by several SBIC's. Membership is 
strictly on a voluntary basis, but all member SBIC's agree to abide by 
the rules and Code of Ethics set down by NASBIC. 
Senate Committee Hearings 
Between February and April of 1962 the Select Committee on Small 
Business of the United States Senate held hearings in Portland (Oregon), 
Chicago, New York City, Atlanta and Washington, D.C., in order to review 
the operations of the SBIC's since the enactment of the SBIA. The 
Committee was headed by Senator John Sparkman, the "father" of the SBIC's. 
The president or, in some cases, another officer of each one of the 
licensed SBIC's testified before the Committee on the activities of his 
company and answered questions concerning these activities, the success 
of the SBIC program, and any suggestions he might have about possible 
revisions of the Act or other means for furthering the program. In 
addition to officers of SBIC's, many people whose companies had been aided 
by SBIC's testified or submitted sworn statements. 
Many of the provisions of the SBIA were hashed over. Some of the 
suggestions made were: 
1) increase the amount of "matching funds" the SBA will lend on 
SBIC; 
2) eliminate rules restricting the profitability of large SBIC's; 
3) permit the SBIC's to use their idle cash as their own best 
judgment dictates; 
4) allow fully-invested SBIC's to borrow from under-invested 
SBIC's; 
5) permit ordinary tax loss treatment for all SBIC investments, 
not just convertible debentures or stock acquired through 
conversion; 
6) permit SBIC's to grant stock options to their employees; 
7) eliminate the $500,000 restriction on investments. 
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The "Pro Bono Publico" SBIC 
One of the first types of SBIC that came into existence was the 
"pro bono publico" type, consisting of such companies as water and 
sewerage development companies, utility financing companies, land and 
real estate development companies, state and local development companies, 
and a few other types. Some of the largest of the SBIC's belong to 
this group. 
A typical "pro bono publico" SBIC is Water Industries Capital 
Company. As is stated in this company's prospectus: 
"The assurance of an adequate water supply is recognized by the 
Government to be an urgent national problem. The United States 
Department of Commerce estimated that to supply the increasing demand 
approximately $171,000,000,000 of additional capital would have to 
be invested in public and private water resources development in 
the Unites States between 1958 and 1975. The Commerce Department 
has stated that it believes its estimates to be sufficiently 
realistic to be of value to water resources planners and manufacturers 
of the needed materials and equipment in initial studies of water 
resources construction and financial problems that lie ahead. 
"The Company intends to encourage applications for financing from 
businesses concerned with the supply, transportation, distribution, 
purification, conservation and demineralization of water, and from 
concerns manufacturing and supplying the many products required by 
such businesses. 
"The Company believes that the need for an adquate and well dis-
tributed water supply will require the development and expansion 
of businesses for which financing including that which may be 
furnished by the Company, will be needed. The Company also believes 
that enotgh such concerns would be eligible for investment under 
the Act to afford ample investment opportunity for the Company." 
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Recent Market Decline in SBIC Stock Prices 
A year ago the shares of many major SBIC's were selling at 
substantial premiums over their asset value. At that time it may have 
seemed to some that the large SBIC was nothing but an easy road to 
wealth. Nothing could have been further from the truth. Today the 
situation is quite reversed -- the stock market appraises the shares of 
SBIC's at a substantial discount from asset value. For this reason the 
large SBIC's find it a difficult problem to raise additional capital. 
Today the public is increasingly reluctant to buy shares in SBIC's, and 
several SEC registrations of stock for public offerings have been with-
drawn by their underwriters. (See Tableiii.) It is not possible to 
give the number 
Table III 
Sl3lC CJ Ff&P.lNG-S 
Name of SBIC Amount Amount 
Planned Subscribed 
California Growth Capital $7,500,000 $2,500,000 
Delta Capital 5,500,000 1,701,000 
Atlantic Capital 6,875,000 Withdrawn 
Prestige Capital 1,000,000 II 
First Midwest Capital 250,000 shares II 
of public issues which had to be dropped prior to SEC filing upon the 
advice of investment bankers. 
The stock of many SBIC's can be purchased at a discount. The 
relationship of market price to book value continues to drop; as of 
October 31, 1962, the average ratio was 60%, with 9 SBIC's selling at 
APPt:NI>lX. 
less than 50% of book value and some at 35-40% of book value. F'g Ti 
II1shows this trend dramatically illustrated. The SBIC Market Action 
Chart shows the movement of the SBIC Price Index -- an unweighted average 
of bid prices of the 12 SBIC's listed in Table IV at the close of each 
month. 
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~ame of SBIC 
t\..llied Capita 1 
Boston Capital 
Continental Capital 
Electronics Capital 
First Midwest Capital 
Florida Capital 
Franklin Corp. 
Greater Washington 
Industrial Investments 
Growth Capita 1 
Narrangansett Capital 
Techno Fund 
Texas Capital 
Book 
Value 
$10.34 
13.85 
12.45 
13.99 
6.52 
7.20 
9.63 
8.83 
19.71 
9.32 
8.69 
6.57 
Table IV 
t1A~l<.ET AC..Tio,; or- SBtc'~ 
1961-2 10/31/62 
High Price 
$11.75 
29.38 
18.25 
69.00 
11.50 
1.513 
25.00 
32.00 
41.50 
21.00 
25.50 
11.75 
$ 4.75 
7.75 
7.75 
9.75 
4.63 
3.88 
7.50 
7.38 
11.75 
4.13 
3.00 
3.88 
Price to 
Book Value 
45% 
56 
62 
70 
75 
54 
77 
83 
60 
44 
35 
59 
What has caused this trend? Although unseasoned securities have 
lost favor in theeyes of the public, the stock market is still near its his-
toric highs. There seem to be many causes, the most important of which 
are: 
1) The observed tendency of the Government to legislate and 
regulate against the large publicly held SBIC's; 
2) The investing public's recognition that some SBIC investments 
have already gone bad in only two years' time; 
3) Recognition by the public that other investment vehicles offer 
superior advantages for the individual stockholder. Mutual 
funds are tax-free, safer, and invest in liquid situations. 
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Major SBIC's must be made more attractive to the public in order 
to continue their investment programs. If SBIC's cannot raise money in 
a bull market, they certainly will be unable under adverse economic 
conditions. And unless these large, well-managed SBIC's have money to 
invest, the SBIC program will come to a screeching halt. Tax advanta€es 
and inducements are at best a negative approach. The basic problem is 
encouraging the flow of capital into the SBIC's. Suggestions for 
encouraging this flow and liberalizing Government regulations have 
already been mentioned. 
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Chapter III 
How the SBIC's Have Helped Small Business 
The SBIC's have provided aid to small businesses for such purposes 
as working capital, growth, expansion, modernization, research and 
development, increased and improved market operations, expansion of sales 
staff, introduction of new products, entrance into new markets, and 
residential and commercial land development. Following are some typical 
examples of cases where SBIC's have come to the aid of small business 
concerns in time of need. 
a) A research and computer service learned that it could not meet 
the heavy unexpected demands new business made on its working 
capital. An SBIC advanced the funds. 
b) A midwestern druggist needed capital to open a modern drug 
store in a new shopping center. He got both equity capital and 
management aid from an SBIC. 
c) A group of citizens decided to rebuild a downtown section of 
a small city. They needed initial capital for planning and 
implementing the venture. An SBIC realized the potential and 
provided the basic funds. 
d) An eastern manufacturer of weather instruments learned that 
it could not compete in the development and marketing of its 
products because of lack of experience, capital, and marketing 
skills. The amount of capital needed was more than the SBIC 
in its area could provide. The local SBIC got in touch with 
other SBIC's through NASBIC, and seven SBIC's pooled their 
resources to provide the required funds and management skills 
e) A small western chemical company had just discovered a new 
natural product which could find commercial application for 
medicinal and pharmaceutical purposes. The company needed 
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funds for research and development of methods to produce this 
chemical economically on a commercial scale. After several 
banks had refused a loan because of credit problems, the company 
applied to the SBA for a loan. The application was rejected 
for substantially the same reasons as the banks had given, as 
well as the length of the term of the loan. However, the SBA 
recommended that the company seek assistance from an SBIC, 
which it did. The SBIC provided the funds and management and 
marketing counsel, and the company successfully carried out its 
research and development progrm. The drug was finally produre d 
in large scale and marketed through one of the big drug companies. 
The profits enabled the company to repay its loan to the SBIC 
in a fairly short time. 
f) The Case of Mastercolor of New England, Inc. 
Mastercolor of New England, Inc., is an independent photofinishing 
operation located in Boston. In many ways, the fact that Master-
color is in existence today is due to an interworking of two 
circumstances. The first was the consent decree of 1954 which 
the Justice Department obtained from the Eastman Kodak Co. This 
decree opened the way for independent photofinishers to 
participate in the rapidly expanding color processing market. 
The second circumstance was the creation in 1958 of the SBIC. 
It was from one of these SBIC's that the funds needed to put 
the organization together were obtained. 
The first of these actions, the consent decree, came at a very 
opportune time -- when the use of black-and-white film had 
begun to level off and the popularity of color photography had 
begun to increase rapidly. Nearly 40% of the 2,200,000,000 
snapshots made annually are now in color, as compared with 20% 
five years ago. 
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In home movies, color has virtually taken over the field, accounting 
for almost 99% of all film sold. But the equipment needed to process 
color film is costly and complicated to operate. Of more than 3000 photo-
finishers in the country, only about 375 are set up to process Kodacolor 
film, and about 35 are set up to process Kodachrome film. These are the 
principal types of color film on the market today. 
In 1957, the group of six independent photofinishers which ultimately 
became Mastercolor recognized that if they were to save their businesses 
from the inroads color film was making, they would have to start doing 
color processing and somehow find the funds to acquire the equipment. 
A modest start was made by combining resources and setting up a joint 
plant at a cost of approximately $200,000 to process one type of color 
film, Kodacolor. This plant began operations in 1958 with funds supplied 
by the six photofinishers, supplemented by loans obtained through personal 
endorsements of notes. 
In spite of the increased revenues from this limited entry into the 
color processing field, total business for the individuals continued to 
fall off, reflecting the increasing trend toward color photography. Much 
of this work was going out of New England to national organizations offer-
ing complete color finishing services. By 1960 it had become apparent 
that a total commitment into all types of color processing was going to 
be necessary if the businesses were to be saved. 
It was at this point that a representative of the group approached 
Boston Capital Company with the idea of consolidating the black-and-white 
and color operations of the six into one central unit a complete photo-
finishing plant with facilities for processing all types of color film. 
In addition to providing a means to recover lost color business, such 
an operation, it was reasoned, would place the photofinishers in a better 
competitive position because of the efficiency and economy of operating 
one central plant instead of six separate ones. 
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By June of 1961, Boston Capital had completed its evaluation of 
the proposed venture and had invested $750,000 to purchase the necess~ y 
equipment and pay off certain obligations which had to be met. The 
investment was made in the form of an equity purchase of 25,000 shares 
of common stock of Mastercolor of New England, Inc., the new corporation 
formed by the six photofinishers, for $250,000 and the purchase of a 
subordinated 6% debenture in the amount of $500,000, convertible into 
50,000 shares of common stock. 
The photofinishers, in turn, contributed their total businesses, 
including equipment and customers, less their liabilities. These were 
paid off in full by funds withdrawn from the new corporation. After 
completion of all these arrangements, ownership in Mastercolor was as 
follows: 
Potential 
Number Number of Potential 
Name of Stockholder of Shares Eguity Shares Eguity 
Cedric Chase Photolabs 11,000 13% 11,000 8% 
R.E. Belluche 8,000 10% 8,000 6% 
Winthrop-Atkins Co. 13,000 15% 13,000 10/o 
Wesley L. Slade 6,000 7% 6,000 4% 
Rockwell Films, Inc. 14,000 17% 14' 000 11% 
William L. Wolloff 6,500 8% 6,500 5% 
Boston Capital Co. 25,000 30% 752000 56% 
832500 100% 133 2500 100% 
In addition to supplying funds that made this consolidated operation 
possible, Boston Capital has also provided other assistance to the 
corporation. Two officers of Boston Capital are on Mastercolor's Board 
of Directors, and are among the company's most active directors. 
Also, Boston Capital has: 
1) assisted Mastercolor in evaluating several acquisition 
possibilities; 
2) given helpful advice on a prospective merger; 
Page 30 
3) assisted in drawing up organization charts and defining operating 
areas of control; 
4) helped to secure additional bank funds; 
5) supported the efforts of the company's president to obtain a 
nationally recognized accounting firm to audit the business; 
6) setup a participated actively in weekly executive committee 
meetings, studying in detail all phases of the company's 
operations; 
7) aided in formulating executive compensation and bonus plans 
for the company; 
8) helped establish a budgetary control system; 
9) assisted the company's outside auditor in cash requirement 
studies. 
Finally, by supplying funds and by furnishing Mastercolor with 
continuing advice and counsel, Boston Capital has played a very active 
role in developing a sound small business out of a situation in which 
a number of individuals found themselves pretty hard pressed. As a 
result, Mastercolor is fast approaching the point where it will be 
able to compete effectively with the larger national companies which 
were threatening to dominate the local New England scene. The financing 
provided by Boston Capital -- $750,000 -- was the minimum amount needed 
by Mastercolor, but it was enough to start that company on the road to 
a successful business venture. 
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Chapter IV 
Balance Sheet Analysis 
In this chapter we will examine and compare combined 
Balance Sheets of the SBIC's. We will try to point out trends 
in the makeup of assets, liabilities, and net worth by comparison 
of Balance Sheet figures as of every March 31 and September 30 
from 1960 to the present. l'le will also show a breakdown of 
figures both chronologically and by size of the SBIC's (in total 
assets). By means of a few test ratios, we shall attempt to gain 
an understanding of what these figures really mean (ex. debt 
coverage, relative use of SBA funds, etc.). Most of the raw 
data were supplied by James L. Parris, Deputy Administrator of 
the SBA. The correlations, computations, and analyses were done 
by me, and are to my knowledge the first publication of such data. 
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Explanation of TabYe V 
Table! is a condensation of balance sheets of all SBIC's 
submitting reports and financial statements to the SBA. Since 
this submission is a requisite for SBIC'e, the ratio of reporting 
SBIC's to total SBIC's is at least 95%. These condensed balance 
sheets are reflections of the financial condition of the total 
SBIC industry as of each 6-month period from the inception of 
large-scale SBIC operation to the present. 
The figures as of each date are broken down by total dollar 
amount and by percentage of total assets. 
Figures 1, 2, and 3 are based on the data of Table V, and 
illustrate much more clearly than the latter the significance 
of the more important balance sheet figures and ratios. 
TABLE V 
Condensed Comparative Financial Statements 
Small Business Investment Companies 
Assets 
Cash and u.s. Government 
Obligations 
Loans to Small Business 
Convertible Debt Securities 
of SBC's 
Capital Stock of SBC's 
As of 
Mar 31, 1960 
80 Reporting 
Companies 
$32.6 
5.6 
4.2 
.1 
--
75.3% 
12.9% 
Gross Loans & Investments 
Less: Allowances for Loans 
Net Loans & Investments 
9.9 
.1 
9.8 
.9 
$43.3 
9.7% 
.2% 
22.8% 
.2% 
22.6% 
2.1% 
100.0% 
All Other Assets 
Total Assets 
Liabilities, Capital Stock and Surplus 
Funds Borrowed from SBA $ 2.8 6.5% 
Funds Borrowed from Others 
than SBA 
All Other Liabilities 
Total Liabilities 
Capital Stock 
Paid-in Surplus 
Retained Earnings 
Total Capital Stock 
and Surplus 
Total Liabilities, Capital 
Stock, & Surp 1 us 
.1 
.7 
$ 3.6 
$19.1 
20.6 
.2% 
1.6% 
8.3% 
44.1% 
47.6% 
$39.7 91.7% 
$43.3 100.0% 
Amounts in Millions of Dollars 
As of 
Sept 30, 1960 
130 Reporting 
Companies 
$ 92.4 
15.6 
15.5 
.9 
32.0 
.4 
31.6 
1.9 
$125.9 
73.4% 
12.4% 
12.3% 
.7% 
25.4% 
.3% 
25.1% 
1.5% 
100.0% 
7.3 5.8% 
.7 
1.2 
$ 9.2 
$33.2 
83.5 
.6% 
1.0% 
7.4% 
26.3% 
66.3% 
$116.7 92.6% 
$125.9 100.0% 
As of 
Mar 31, 1961 
204 Reporting 
Companies 
$113.3 57.9% 
30.6 15.7% 
41.0 
7.8 
79.4 
1.4 
78.0 
4.2 
$195.5 
21.0% 
4.0% 
40.7% 
.7% 
40.0% 
--2.1% 
100.0% 
17.7 9.1% 
.8 .4% 
--=2:.=.•...:..4 _1_._2_% 
$ 20.9 10.7% 
$ 44.9 23.0% 
129.7 66.3% 
$174.6 89.3% 
$195.5 100.0% 
As of 
Sept 30, 1961 
364 Reporting 
Companies 
$212.5 
54.7 
79.6 
17.9 
152.2 
2.1 
150.1 
14.9 
$377.5 
56.4% 
14.5% 
21.1% 
4. 7% 
40.3% 
.6% 
--39.7% 
3.9% 
100.0% 
31.2 8.3% 
2.3 
2.3 
$ 35.8 
$ 97.3 
243.6 
.8 
.6% 
.6% 
9.5% 
25.8% 
64.5% 
.2% 
$341.7 90.5% 
g_3 77 • 5 1 0~_:_ 0/o 
As of 
Mar 31, 1962 
516 Reporting 
Companies 
$265.5 
83.9 
122.5 
27.3 
233.7 
6.8 
226.9 
14.5 
$506.9 
52.4% 
16.5% 
24.2% 
5.4% 
46.1% 
1.3% 
44.8% 
2.8% 
100.0% 
55.3 10.9% 
11.8 2.3% 
6. 0 1.2% 
--$ 73.1 14.4% 
$136.7 27.0% 
299.6 59.1% 
~) _L_2_%) 
$433.8 85.6% 
$506.9 100.0% 
As of 
Sept 30, 1962 
565 Reporting 
Companies 
$221.2 39.9% 
113.1 20.4% 
161.8 
32.9 
307.8 
9.6 
298.2 
34.9 
$554.3 
29.2% 
5.9% / 
55.5%]~ 
L n\t > 53.8'%\w: 
6.3% ·_) 
100.0% 
78.9 14.2% 
26.2 
6.5 
$111.6 
$145.6 
300.5 
(3 .4) 
4. n 
1.2% 
20.1% 
26. 2i~ 
54.3% 
(. 6 i~) 
$442.7 79 .9't 
~ 
~ $55LL 3 100. 0/~ ~ 
--- (b 
tiJ 
tA 
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Explanation of Figure 1: 
Figure 1 is a bar chart showing the chronological trend 
in SBIC asset makeup. The three general SBIC asset classifi-
cations, namely, ucash and United States Government Obligations," 
"Net Loans and Investments," and "All Other Assets" are shown as 
percentages of total assets. The total height of the bar is 
100% in all cases. 
Comment: 
Figure 1 illustrates dramatically the rather rapid change 
in liquidity and risk potential of SBIC assets. Loans and 
Investments as a percentage of total assets have more than 
doubled (from 23% on March 31, 1960 to 54% on September 30, 1962, 
while Cash and United States Government obligations have shrunk 
by almost 50% (from 75% to 40%) during the same period. 
These changes demonstrate clearly the change in SBIC 
philosophy from conservative to liberal along with the economic 
growth of the industrial community. The same trend would 
probably occur in any new type of investment company or invest-
ment vehicle, namely, caution at the outset and increasing 
willingness toward risk taking (with its accompanying re~ards) 
as time progresses and more experience and confidence are 
acquired. 
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Explanation of Figure 2: 
Figure 2 is a chronological breakdown of the SBIC asset 
category, "Net Loans and Investments," or 11 Portfolion as it is 
sometimes called. In this chart we see the trends in the three 
types of loans and investments of SBIC's in small business con-
cerns legally permitted by the SBA. These are: "Straight Capital 
Stock," "Straight Debt Securities," and "Convertible Debt Se-
curities." They are shown as percentages of Net Loans and 
Investments. 
Comment: 
We see here basically the same type of development that we 
saw in Figure 1, namely, a rapid progression from the high-safety 
low gain potential type of investment, the straight debt type to 
the high-risk high gain potential type, straight capital stock. 
Straight debt dropped from 57% to 36% of Net Loans and Invest-
ments within the short period of March 31, 1960 to September 30, 
1961, while Straight Capital Stock jumped from 1% to 12% during 
the same period of time. 
At the same time, Convertible Debt Securities, which are 
slightly riskier than Straight Debt, but contain the potential 
gain feature of Straight Capital Stock, increased somewhat (from 
42% to 52%). In the past year there have been substantially no 
changes in portfolio makeup of the SBIC's generally, except for 
a very slight decrease in Straight Capital Stock in favor of 
safer investment types. 
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Explanation of Figure 3: 
In Figure 3 are plotted what I consider to be the three most 
important SBIC balance sheet ratios --- Debt Coverage (Net Worth/ 
Total Liabilities), the ratio of Funds Borrowed from Others than 
the SBA to Total Liabilities (this is a measure of the usage of 
non-SBA funds), and the ratio of Allowances for Losses to Gross 
Loans and Investments (this is a measure of the uncertainty of 
investments felt by the SBIC's). These ratios are plotted as 
absolute quantities or percentages (where indicated) in curves, 
and each one of these curves is of special significance in indi-
cating trends in over-all SBIC policy and performance. 
Comment: 
a) Debt Coverage 
The ratio of Net Worth to Total Liabilities has shown a 
sharp decline 'over the period of March 31, 1960, to September 30, 
1962, (from 11 to 4). This is due to the rapidly increasing 
usage by the SBIC's of borrowed capital in preference to internal 
sources, or in other words, increasing use of leverage. Actually, 
this should come as no surprise to anybody, because after the 
initial stock offering of the SBIC, the only way additional capi-
tal may be raised in any quantity is from outside sources. Appli-
cation of the leverage principle can turn out extremely profitably 
for a company, but if allowed to progress without restraint, may 
prove disastrous under adverse economic conditions. However, at 
the present time Liabilities are only one-fourth of Net Worth, so 
there is still quite a lot of room for safe leverage expansion. 
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b) Usage of Non-SBA Funds: 
This ratio was selected in order to point up the trend 
in the source of SBIC external financing. This curve shows the 
rapidly decreasing importance of SBA funds as compared with non-
SEA funds in the financing of SBA ventures. (The ratio of Funds 
Borrowed from Others than the SBA to Total Liabilities has mush-
roomed from 3 to 23 in only 2 1/2 short years.) This is quite 
interesting, for it means that the SBIC program has been truly 
accepted by the investment community, and that the SBIC is an 
acknowledged success as an investment vehicle. Not only private 
investors, but also banks are willing and eager to lend money to 
SBIC's to invest in small business concerns, and therefore they 
must have a great deal of confidence in the prospective success 
of the SBIC's. Another implication may be drawn, namely, that 
SBIC's are obtaining financing from outside sources more cheaply 
than what they can get it for from the SBA. Since SBA rates are 
only 5% per annum for SBIC's, the fact that the SBIC's can get 
better rates elsewhere certainly corroborates the conclusion 
drawn above. 
c) Allowance for Losses to Gross Loans and Investments: 
This particular ratio was chosen in order to demonstrate 
the relative uncertainty in SBIC portfolio investments, and the 
trend in this ratio is the one sour note in the analysis of 
Table V. We see here a trebling in this ratio over the period 
from March 31, 1960, to September 30, 1962. This would seem to 
indicate that SBIC's are growing more and more uncertain about 
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the safety of their investments, possibly without due cause and 
only as a precautionary measure, but probably because of a few 
reported defaults in SBIC investments. This might cast a dark 
shadow over the whole SBIC outlook were it not for the fact that 
allowances for losses may legitimately be made before the losses 
actually are realized, and these allowances are tax-deductible 
just like realized losses. This whole problem will be discussed 
at somewhat greater length in the next chapter, as it has a 
definite bearing on SBIC performance. 
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Explanation of Table VI: 
Table VI, like Table v·, is a condensation of balance sheets 
of all SBIC's submitting reports to the SEA, but it is a break-
down only of the September 30, 1962, figures. The figures are 
broken down by SBIC size (in total assets), namely, companies with 
assets less than $325,000 (minimum SBIC's), companies with assets 
between $325,000 and $1,000,000 (medium-size SBIC's), and com-
panies with assets more than #1,000,000 (large SBIC's). 
Figures 4 and 5 are based on the data of Table VI, and in 
the same manner as the preceding 3 Fig~res illustrate quite 
dramatically the different policies of the 3 various sizes of SBIC. 
TABLE VI 
Licensed Small Business Investment Companies 
Combined Statement of Financial Condition as of September 30, 1962 
AMOUNTS IN MILLIONS OF DOLLARS 
s g Statutory Capital 
d Surplus of ••• 
Assets 
Government 
ligations 
1 Cash and u.s. 
vernment Obligations 
and Investments: 
Not more than 
$325,000 
(398 Reporting 
Companies) 
$ 17.3 14.8% 
20.2 17.2 
37.5 32.0 
:ms to Small Business 49.8 42.4 
ss: Participation 
by others 
t Loans 
--=1:...:.·-=-8 1. 5 
48.3 41.2 
rtible Debt Securities 
SBC's 22.7 19.3 
ss: Participation 
by others 1.8 1.5 
t Convertible Debt 
)ecuri ties 20.9 17.8 
il Stock of SBC's 6.0 24 
Loans & Investments 72.3 64.1 
)S: Allm.;ance for 
losses 1.9 1.6 
: Loans & Investments 73.4 62.5 
Lected Discount & fees 1.1 1.0 
rtized Organization 
>ts 
:her Assets 
Assets 
1.0 .9 
__u _]_& 
$117.2 100.0% $ 
Not more than 
$1,000,000 
.. but more than 
$325,000 
(110 Reporting 
Companies) 
$ 6. 7 9.5% 
14.4 20.5 
21.1 30.0 
26.7 37.9 
2.3 ~ 
24.4 34.7 
18.3 25.9 
__ ._6 __.:..§. 
17.7 25.1 
4.9 .......2...:_9 
4 7. 0 66.7 
_L..!. __Li 
45.9 65.1 
.9 1.3 
.4 .6 
2.1 3.0 
70.4 100.0% 
More than 
$1,000,000 
(57 Reporting 
Companies) 
$ 47 .o 12.8% 
115.5 lL..L 
162.5 44.3 
--
40.9 11.2 
.6 .2 
40.3 11.0 
123.8 33.8 
.6 .2 
123.2 33.6 
22.1 6.0 
185.6 50.6 
6.6 1.8 
179 .o 48.8 
.3 • 1 
.4 .1 
24.4 6.7 
$366.6 100.0% 
•s --
ng Statutory Capital 
d Surplus of 
TABLE VI 
(Continued) 
AMOUNTS IN MILLIONS OF DOLLARS 
Not more than 
$325,000 
Not more than 
$1,000,000 
but more than 
More than 
$1,000,000 
• 1 • • c . 1 s k $325 '000 :~ Ll tles, apl ta toe ====================~=~======================== 
d Surplus 
unts Payable, Accrued 
nd Deferred Items $ 1.9 1.6% 
owings: 
ubordinated Debentures 
ssued to SBA 39.5 33.7 
unds Borrowed from SBA 7.5 6.4 ---'...:.~ 
~tal SBA Obligations 47.0 40.1 
uncls Borrowed From Others 
than SBA 
'otal Borrm.,rings 
Other Liabilities 
1 Liabi 1i ties 
tal Stock and Surplus:, 
:apital Stock 
.ess: Treasury Stock 
~t Capital Stock 
l-in Surplus 
~tal Paid-in Capital 
;tack and surplus 
tined Earnings: 
~et Operating Earnings 
(loss) 
~et Realized Gain (Loss) 
on investments 
~ppropriated Retained 
earnings 
---=3:...:..•..::.0 2.6 
50.0 42.7 
.8 . 7 
52.7 45.0 
47.1 40.2 
.5 .4 
----46.6 39.8 
19.7 16.8 
66.3 56.6 
(1.9) (1.7) 
.1 .1 
Cotal Retained Earnings (1.8)(1.6) 
i 1 Capita 1 Stock 
1nd surplus 64.5 55.0 
il Liabilities, Stock 
ind surplus $117.2 100.0% 
$ 1.0 1.4% 
16.8 23.9 
5.7 8.1 
22.5 32.0 
_:u_ 2.:1. 
26.2 37.2 
• 7 1.0 
27.9 39.6 
26.3 37.3 
___d 
---=.1 
26.1 37.0 
17.1 24.3 
43.2 61.3 
(. 9) (1. 2) 
.2 .3 
__1:.2) ~. 9) 
42.5 60.4 
$70.4 100.0% 
$ 1.9 
3.4 
6.0 
9.4 
19.5 
28.9 
.2 
31.0 
72.9 
72.9 
263.8 
336.7 
(2.0) 
.9 
(1.1) 
335.6 
$366.6 
.4% 
.9 
1.7 
2.6 
~ 
_L2_ 
. 1 
8.4 
19.9 
19.9 
72.0 
91.9 
( .6) 
_._3_ 
(.3) 
91.6 
100.0% 
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Explanation of Figure 4a: 
Figure 4a demonstrates the breakdown of Total Assets by 
SBIC size. The 3 Asset classifications used previously are 
again used here, namely, "Cash and United States Government 
Obligations," 11Net Loans and Investments, 11 and "All Other Assets.u 
These are shown as percentages of total assets. 
Comment: 
We see illustrated here the fact that large companies are 
more conservative than small companies, as a rule. While the 
smaller SBIC's maintain liquid asset balances of around 30%, the 
larger SBIC's maintain balances of one-and-a-half times this, or 
about 45%. And conversely, the smaller SBIC's keep portfolios 
of about two-thirds of their total assets, while the larger SBIC's 
keep their investments down to about one-half of their total 
assets. 
These results are seen to be consistent with the conclusions 
previously drawn in preceding chapters, and bear out those con-
clusions. In our discussion of large vs. small SBIC's, we pointed 
up the fact that small SBIC's tend more to be loaned-up than large 
SBIC's, and therefore the latter had more of a chance to take 
advantage of new investment opportunities than the former. Also, 
the large SBIC's by virtue of this liquidity position are able 
to make additional loans to their investees when needed. 
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Explanation or Figure 4b: 
Figure 4b is a breakdown of the portfolio makeup of the 
various SBIC's by size of SBIC. The same portfolio classifi-
cations are used as before-- nstraight Debt Securities," "Straight 
Capital Stock," and "Convertible Debt Securities." These are 
shown as percentages of Net Loans and Investments. 
Comment: 
The results are self-explanatory. We see a definitive change 
in investment policy with SBIC size. Contrary to what was seen 
in Figure 4a, namely, that the larger SBIC's maintain a more con-
servative asset makeup than the smaller ones, it seems that as 
far as investment policy is concerned, more conservatism is shown 
by the smaller SBIC's. The relative amount of straight debt 
securities held by the smaller companies is three times as great 
as that held by the larger ones (66% as against 23%). In 
accordance with this, the larger SBIC's carry 69% in convertibles 
as against 28% by the smaller SBIC's. Also, the larger SBIC's 
seem to carry slightly more straight capital stock than the 
smaller ones. 
On closer examination, however, these results should not be 
too surprising. The larger SBIC's are more in a position to 
engage in participation-type investments than the smaller SBIC's 
because of their size. If one investment goes sour, they have a 
greater cushion to fall back on, and therefore they can take 
advantage of more risky but higher potential gain situations than 
can the smaller companies. The latter must restrict their 
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investments to relatively safe, fixed-income types until their 
capital structures have been built up to the point where they 
can engage in riskier situations. 
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Explanation·of Figure 5: 
In Figure 5 are plotted the three Balance Sheet ratios 
which were plotted in Figure 3. They are plotted here, however, 
in bar charts, but this is the only difference. 
Comment: 
a) Figure Sa (Debt Coverage) 
The debt ~overage· (ratio of Net Worth to Total Liabilities) 
of the larger SBIC's is seen to be almost .ten times the coverage 
of the smaller SBIC's. This difference is quite marked, for it 
means that the smaller companies are barely able to cover their 
debts, while the larger companies are at the other extreme -- their 
coverage is much greater than is actually necessary. The reason 
for this difference is the greater usage by the smaller SBIC's 
of borrowed funds. 1Vhereas the larger SBIC's have at their dis-
posal internal funds for investment purposes, the smaller SBIC's 
are forced to borrow funds, and therefore the smaller companies 
are making use of leverage to a far greater extent than the 
larger ones. 
b) Figure 5B (Relative Usage of Non-SBA Funds) 
This chart demonstrates graphically the validity of one 
of the statements made previously -- that the tendency nowadays 
is for the larger SBIC's to lean towards non-SEA financing, while 
the smaller SBIC'~, who do not have the credit necessary to ob-
tain such financing, must borrow from the SBA. Sixty-three per-
cent of the borrowings of the large companies are from non-SBA 
sources, while only 6% of small company borrowings are from 
these sources, a ten-fold difference. I believe that in future 
Page 50 
years, as the SBIC program gains general acceptance, the trend 
will be toward more and more non-SBA financing. 
3) Figure 5o (Allowance for Losses to Gross Loans and 
Investments) 
As before, this ratio points out a particular facet of 
SBIC investment policy, namely, the relative safety margins 
allowed for by the SBIC's. In a way, this is a measure of 
relative SBIC conservatism. At first glance, it would appear 
that the larger companies are more dubious about the safety of 
their investments than the smaller companies, and therefore make 
greater allowances. However, I believe that other factors should 
be considered here. For one thing, the larger SBIC's get more of 
a tax break by setting aside relatively large loss reserves than 
the small SBIC's do, so this is one possible explanation. But 
the main reason is probably conservatism. If we assume that the 
large, well-managed SBIC's are doing at least as well as the 
smaller ones, certainly a valid assumption, then the most plaus-
ible explanation is that which we have noted previously in 
Figure Sa -- conservatism. The larger SBIC's were shown there 
to be more conservative than the smaller ones, and therefore they 
are setting up relatively larger loss reserves than the latter. 
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Chapter V 
PERFOffi~CE OF THE SBIC's 
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In attempting to evaluate the performance of an SBIC, one 
encounters a multitude of problems. The main problem is this: 
what criteria can we use to measure one company against another? 
Let us examine the possibilities. 
First of all, how does one evaluate the performance of 
any company? Well, we need not make our field so broad, so 
let's rather restrict it to investment companies, which is what 
SBIC's actually are. Investment companies can be fairly evalu-
ated by comparing their performance over several years. 
Generally (but the~e are several notable outstanding exceptions 
to this) the successful companies have been in business for many 
years, so we can compare performances of different companies at 
different periods of time and under different economic conditions. 
But when we talk about SBIC's, we are talking about com-
panies which have been in existence no more than four years, 
most of them having been in existence for a much shorter time 
than that. And since it is not fair to judge the performance 
of a company by its first two or three years of operation, 
this analogy breaks down. 
Leaving this obstacle, however, we are immediately con-
fronted with an even greater one. Investment companies are 
evaluated by comparing their rates of return. This is usually 
the sum of Net Income After Taxes, Cash Gains, and Capital Gains 
divided by Net Asset Value (or Net Worth), in other words, the 
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total actual gain realized by the company compared with its 
Net Worth. This is all right as a yardstick for measuring the 
performance of the ordinary investment company, but not for 
an SBIC. This becomes immediately apparent when we consider 
what an SBIC is. It is a company which invests primarily in 
long-term situations, and therefore its performance cannot be 
accurately measured by its realized gains, but rather by its 
unrealized gains, and this latter quantity remains a mystery 
at the present. 
I wrote to approximately 80 SBIC's for financial reports, 
and of the 40 who replied, ~ supplied me with the data I 
deemed necessary for an evaluation. There are two quantities 
which would probably be helpful, I assumed, in evaluating the 
performance of the SBIC's. The first is actual market value 
appreciation of the common stock of portfolio companies which 
are publicly traded. The second is book value appreciation of 
portfolio companies. Both of these Quantities are of course 
applicable only to portfolio companies in which the SBIC owns 
common stock or securities convertible into common stock. 
The difficulties inherent in using these criteria were 
these: As far as the first one is concerned, the percentage of 
portfolio companies which are publicly traded is less than 5%. 
Thus, although such figures are available, not much repre-
sentative information could be derived from them. In addition 
to this difficulty, only a small fraction of the SBIC's invests 
in publicly traded companies. As for the second criterion --
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book value appreciation of portfolio companies -- this data 
was not available from~ of the SBIC's I wrote to. An inter-
view with Mr. s. Swensrud of Boston Capital Corporation, the 
largest local SBIC, convinced me that such information would 
not be supplied by any SBIC because of possible effects it 
might have on public sentiment. 
In light of the above, then, we have only whatever infor-
mation is publicly available to work with, namely, the informa-
tion published by the publicly held SBIC's in their Reports to 
Stockholders, and also the data supplied by all SBIC's to the 
SBA. 
Working with combined Income Statements, I have made 
basically three types of analysis. First, I have shown a break-
down of expenses by type: operating and financial. (This will 
be explained later in greater detail.) Next I have compared 
Total Net Income of SBIC's both before and after being adjusted 
for the Provisions for Losses. And last I have compared actual 
SBIC performances by comparing ra~ of return on both total 
assets and net worth. The comparisons are made by three types: 
1) chronologically 
2) by age of SBIC 
3) by size of SBIC 
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Explanation of Table VII 
Table VII is a chronological series of Combined Income 
Statements of almost all SBIC's. The statements cover the year 
ended March 31, 1960, and each six-month period from that date 
until September 30, 1962. The figures are shown both as abso-
lute numbers and as percentages of Total Income. This latter 
was used as a reference point only as a matter of convenience; 
it is actually the comparisons of these percentages that we are 
interested in. The key data presented in this Table are shown 
graphically in Figures 6, 7, and 8. 
Ti\BLE VII 
Condensed Comparative Income Statements 
Small Business Investment Companies 
Amounts in Thousands of 
For Year For Six 
Ended Ended 
Income Mar 312 1960 se:et 30, 
Interest on Loans ~; 14.5 13.2% ?=~ 46.5 
Interest on Debt Securities 84 7.6 334 
Interest on TJ • S • Government 
Obligations 766 69.3 706 
Total Interest Income 995 90.1 1,565 
All Other Income 109 9.9 372 
Total Income ~5! ,H5!± It50.0~ ~::I, 877 
Ex.12ense 
$ 78 7.1~ ~ Interest and r:ommitment Fees 176 
All other Financial Expense 10 .9 43 
Total Financial Expense 88 8.0 219 
Operatin8 Expense 761 68.8 1,117 
Total Expense ~ 849 75.8~ (i!:!,j}6 
Net Income before Provision 
for Losses and Taxes ~~; 2.5.5 23 2't: J> .541 • ,o ,"'·, 
Provision for Losses 67 6.1 373 
Provision for Income Taxes 1~ 13.0 179 Total 2 19.1 552 
Net Income (Loss) from 
Operations 
"'' ~-4 4.0% d1·· (11) ') 
Net Realized Gain on Investments (29) (2.6) 19 
Total Net Income (Loss) $ 15 1.4% d!· 8 
"" 
Total Net Income and Provision 
for Losses $ 82 7 • _5c1, ¢' . ' 381 
Total Net Income and Provision 
for Losses/Assets 19·4 • :o 
Total Net Income and Provision 
for Losses/Net 1;-Jorth .21;1o 
Dollflrs 
r.,1onths 
1960 
24.8% 
17.8 
37.6 
so.2 
19.8 
IOa.1j~ 
9.1+% 
2.3 
11.7 
59 • .5 
71.2'% 
28.8~ 
19.9 
9 • .5 
29.4 
(. 6%) 
1.0 
.4% 
20. yt, 
.30% 
• 32% 
For Six Months For Six Months For Six Nonths For Six T1onths 
Ended Ended Ended Ended 
Har 31, 1961 Sept 30, 1961 Mer 31, 1962 se:12t 30, 1962 
$1,028 27 .l?t $1,990 31.2% ~~3, 043 2?.4% ~~4,4.51 31.7% 
1,229 32.4 2,015 31.5 3,672 33.0 4,779 34.0 
998 26.7 1.!392 21.8 2.!736 24.6 ~ 21.0 3,255 86.2 5,397 84.5 9,451 85.0 86.7 
538 13.8 982 15.5 1 26.59 1_5.0 1.!880 13.3 d\'3,793 Ioo.o;s $6 2379 Ioo.oo/o tnt, 11o Ioo.o% ~14,656 Ioo.o% 
<I'· 3.51 9 yt 687 10.8% ~ 1,257 11.3~ 1,997 1~.2% . ., 
13L~ 3.5 187 2.9 304 2.8 332 2.4 
L!85 12.8 874 13.7 1,561 1)~ .1 2,329 16.6 
$.;~; ~~~ 64.4 3,869 60.7 6,671 60.1 72808 55.6 77.2% !t4' 743 74.4% f-1; 8,232 74.2~ $10,137 72.2% 
$; 861 22.8% $1.!636 25.6% <i'' 22878 25.8:% dl- 3,919 27. 8;t . ' ..... 
994 26.2 623 9.8 5,843 52.6 3,440 21-t .5 
171 4.5 
-
428 6.7 619 5.6 ?56 
.5-4-1,165 30.7 1,051 16.5 6,462 58.2 4,197 29.9 
4'~ (304) (7.9%) 585 9.1% P(3,584) (32.3:;;) (278) (2.0%) •. ~~ 
157 4.1 52l.t 8.2 .563 5.1 194 1.4 
~t· 
i-1' (147) ( 3. 8?1,) :ti;l.!l09 17.3% «" ( 3 2 021) ( 27. 2;1,) ~k (85) (. 6%) 
tK 847 22.4% <l':l, 732 28 .1'~ dl~ 2,822 25.4% ~r: 3,355 19.9% ti/ 
4~o1 
• j;o .46°~ _56d • ~'(I .61% 
.48% .51% .65% .?6% 
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Explanation of Figure 6: 
Figure 6 is a chronological comparison of expenses, broken 
down into Financial Expense and Operating Expense. 
Financial Expense consists of the following expenses: 
~~ 
3) 
4) 
Commitment fees on obligations to SBA and to others 
Interest on obligations to SBA 
Interest on obligations to others 
Other financial expenses 
Operating Expense consists of the following expenses: 
1) Officers' salaries 
2) Employees' salaries 
3) Advertising and promotion 
4) Space occupied and office expense 
5) Auditing and examination costs 
6) Legal services 
7) Appraisal, consulting, and engineering costs 
8) Investment advisory and supervisory costs 
9) Travel and communications 
10) Other operating expenses 
Comment: 
Here we see what is an unmistakable trend in expense makeup. 
The percentage of total expenses consisting of financial expense 
has more than doubled in the past 2 1/2 years (from 10% to 23%). 
I think the explanation of this trend is fairly clear. We 
learned in the preceding chapter that the SBIC's are making 
more and more use of external financing and relying less and 
less on internally generated funds. The latter are bound to be 
slow in developing at the inception of any new business venture, 
and SBIC's are no exception. Referring back to Table VII, we 
see that Interest and Commitment Fees have mushroomed during 
this period of time from $78,000 to $1,997,000. This trend is 
likely to continue until such time as the SBIC's begin to 
realize ste~dy profits. 
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Explanation of Figure 7: 
In Figure 7 we have our first actual performance analysis. 
Here is presented graphically the Total Net Income (before and 
after adjustment of all SBIC's for the year ended March 31, 1960, 
and every six-month period thereafter until September 30, 1962. 
The Total Net Income reported by SBIC's in their financial 
reports is always after the Provision for Losses has. been 
deducted. I did not think that this provision should be allowed 
in arriving at a fair analysis of earnings performance, and since 
it is a fully tax-deductible expense, I added it back to the 
Total Net Income figure to arrive at what will henceforth be 
called "Adjusted Net Income." The difficulties of analysis we 
would have had will be seen to be overcome to a large extent by 
use of the adjusted figure. 
Comment: 
Looking at Figure 7a, we see what is apparently very 
erratic performance. There seems to be almost break-even per-
formance for the period up to March 31, 1961, and then a sharp 
gain and a large loss in the next two six-mont periods, and 
break-even in the next. This does not appear to make much 
sense until we examine Figure 7b, which shows these same fig-
ures with the arbitrary Provision for Losses added back. We 
can now see a definite trend in actual performance. There is a 
distinct upward earnings trend up to early 1961, followed by a 
gradual decline. Since these figures are merely comparative, 
not too much meaning can be attached to them, as they do not 
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take into account the total assets and net worth of the SBIC's 
(see Figure 8), but the point made here is that one should not 
accept figures on financial statements at face value, but try 
to see whether they really mean what they are supposed to mean 
or whether they should be adjusted to present a true picture. 
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Explanat_ion of Figure 8: 
\ihile Figure 7 represented only relative performance of 
SBIC's over a period of time, Figure 8 represents actual per-
formance over the same period. In this analysis and in the 
other analyses of actual performance that follow, we shall use 
the Adjusted Net Income figure, and the ratios used will be: 
a) Adjusted Net Income/Total Assets 
b) Adjusted Net Income/Net Worth 
We will call. a) ''Return on Assets'·' and b) "Return on Net 
Worth." 
Comment: 
The trend in SBIC performance (both as to assets and net 
worth) is quite encouraging. It had appeared in Figure 7 that 
performance had been slowly declining, but actually when we com-
pare the actual dollar amount of Adjusted Net Income (Table VII) 
with Total Assets and Net Worth, we see the following: 
Adjusted Net Income 
Total Assets 
Net lrforth 
3/31/60 
#82M 
43MM 
40MM 
9/30/62 
$3355M 
554MM 
443MM 
Increase 
Factor 
41 
13 
11 
Here, then, is the explanation of the apparent contradiction 
between Figure 7 and Figure 8. Adjusted Net Income has increased 
more than 3 times as fast as Total Assets and almost 4 times as 
fast as Net Worth, .and this increase overshadows the decline in 
Adjusted Net Income as compared with Total Income. 
I I 
I I 
I I 
' I 
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i 
Months 3/31/60 9/30/60 3/31/61 9/30/61 3/31/62 9/30/62 
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Explanation of Table VIII 
Table VIII presents combined Income Statements of all 
SBIC's for the six-month period ended September 30, 1962. The 
figures are broken down according to the age of the SBIC's. 
There are 3 categories: 
a) Companies licensed less than 1 year 
b) Companies licensed from 1 to 2 years 
3) Companies licensed 2 years or more 
The data are presented graphically in Figures 9 and 10. 
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~ 
'•4. 
.·.,, 
~.._JllUl.UlVi:l .J...J.L J.~.LUU.!IJ(::'.i~U.O '....'..L J....JV-L...L..O.J.. 0 
Income 
Interest on Loans 
Interest on Debt Securities 
Interest on u.s. Government 
Obligations 
Total Interest Income 
All Other Inco:rr~.e 
Total Income 
Expense 
Intereet and Com~Itment Pees 
All Other Financial Expense 
Total Financial Expense 
Operating Expense 
Total Expense 
Net Income before Provision for 
Losses and Taxes 
Provision for Losses 
Provision for Income Taxes 
Total 
For 
Net Income (Loss) from Operations 
Net Realized Gain on Investments 
Total Net Income (Loss) 
Total Net Income and Provision 
for Losses 
Total Net Income end Provision 
for Losses/Assets 
Total Wet Income and Provision 
for Losses/Net 1,>Jorth 
STx Hontfis--Enaeasept 30, ---r-902 
Companies Licensed Canp:m.jes L1.cenred 
Less Than 1 Year Fran 1 to 2 Years 
~19 FTI~port~~ sss· <li~¥2§l~erxrti% 1~· 
":' ' 0 /() 
1,328 27.7 
$ 55L-!- jO o flo 
227 1.5.0 
4.61 30o.5 1,080 22o6 
1,242 82.2 4,041 84o4 
269 17o8 746 1.5o6 
ii'E1,511 1oooo% ~4,787 100.0% 
;l\) 304 20ol% <!!; 792 16o.5% 
29 lo9 132 2o8 
333 22.0 924 19.3 
1,286 8.5.1 2,734 .57.1 
~.1,619 107.101, a:i3,658 76.LJ.% 
~ (108) (7.1%) f;l,l29 23.6sS 
218 U~o4 581 12o1 
.57 3.8 344 7.2 
275 18.2 925 19o3 
-
$ ( 383) ( 2.5 0 _3'1,) ~. 204 4. 3% 
20 l.l_ 101 2.1 
f~ ( 36 3) (24.0~) jl 30.5 6 l -d . -~:···,~ 
;f (145) (9.6q;) de: 886 18 • .5% 
--
( .18%) 
--
.47% 
--
(. 23%) 
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12.5 Report~ Coso 
1!·2, 2649.2% 
3,224 4lo6 
~:~85 18ol 88o9 
86.5 llol 
$:7,758 1ooo6% 
~~ 901 llo6% 
171 2.2 
1,072 13.8 
3,788 
if4,86o t~:~% 
:f2, 898 37 ol+% 
2,6LJ-2 34o1 
3.5.5 
* 2,997 ~ (99) ( 1. 3:1.) 
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~':2, 616 ":('":l, 761., 
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Ex£lanation of Figure 9: 
Figure 9 is a comparison of the Net Income, Adjusted Net 
Income, and Return on Assets and Net Worth of SBIC's according 
to age of the SBIC's. The income figures are compared by using 
Total Income as a basis as before. 
Comment: 
Here is dramatic proof of the fact that the Adjusted Net 
Income is the only true figure to use in comparing SBIC per-
formance. Figure 9a shows what seems to be an anomaly. iihy 
should companies more than two years old be doing more poorly 
than companies one to two years old? Figure 9b makes the 
answer quite clear, for here we see a normal pattern in Net 
Income, and the reason obviously is that the older, more con-
servative companies are setting aside much larger loss reserves 
than the younger ones. However, their performance as to Net 
Income alone is much better than the younger companies who are 
experiencing a net loss, as is to be expected of companies in 
their first year of operations. 
On the basis of actual performance, as determined by 
Return on Assets and Net Worth, we see that companies more than 
two years old are returning just about twice as much as com-
panies one to two years old. This is quite encouraging, for it 
proves that as an SBIC grows older, its ability to make wise 
investment decisions and its efficiency of operations increase, 
and in a few years many of the older SBIC's will be returning 
handsome profits to their stockholders. 
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Explanation of Table IX: 
Table IX presents Combined Income Statements of all SBIC's 
for the six-month period ended September 30, 1962. The figures 
are broken down as follows: 
a) Companies with assets less than $325,000 
b) Companies with assets from $325,000 to $1,000,000 
c) Companies with assets more than $1,000,000 
The key data are presented graphically in Figures 10 and 11. 
Income 
Interest on Loans 
Interest on Debt Securities 
Interest on TT.S. Government 
Obligations 
Total Interest Income 
All Other Income 
Total Income 
Expense 
Commitment Fees on Obligations 
to SBA and to Others 
Interest on Obli~ations to SBA 
Interest on Obligations to Others 
Other Financial Expenses 
Total Financial Expense 
Operating Expense 
Total Expense 
Net Income before Provision for 
Losses and Taxes 
Provision for Losses 
Provision for Inco~e Taxes 
Total 
Net Inco~e (Loss) from Cperations 
Net ~eelized Gain (Loss) on 
Investments 
Totel Net Inco-rne (Loss) 
Total Net Income and Provision 
for Losses 
Total Net Income and Provision 
for Losses/Assets 
Total Net Income and Provision 
for Losses/Net l:Jorth 
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Explanation of Figure 10: 
Figure lOa shows the same breakdown of expenses (Financial 
and Operating) as we saw in Figure 6, but here the comparison 
is by SBIC size. Figure lOb is a comparison of Total Expense/ 
Total Income according to SBIC size also. 
Comment: 
a) We see from Figure lOa that Financial Expense accounts 
for more than three times as much of the total expense of small 
companies as of large companies. Here, then, is proof of what 
we had contended earlier-- that large SBIC's are able to raise 
money by issuing stock, while small SBIC's must borrow. Thus 
the latter have relatively larger interest payments than the 
former, and therefore relatively greater financial expense. 
b) Figure lOb requires very little comment. It merely 
shows that the ratio of Total Expense to Total Income is higher 
for young companies than older ones. It does point up one 
interesting fact, however -- that this ratio does not begin to 
drop until an SBIC reaches about two years of age. This, then, 
is probably the age at which SBIC's have lea~ to operate 
efficiently and profitably. 
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Explanation of Figure 11: 
Figure 11, like Figure 9, is a comparison of the Net 
Income, Adjusted Net Income, and Return on Assets and Net Worth 
of SBIC's according to size of the SBIC's. The same size cate-
gories as were used in Figure 10 are used here. As before, 
Total Income is used as a convenient basis for comparison of 
the Net Income figures. 
Comment: 
As before, the apparent anomaly in the difference between 
the Net Income figures of the small and medium SBIC's is cleared 
up when we apply our adjustment. The interesting fact here, 
however, is that the profit margins of small and medium SBIC's 
are about the same, while the profit margins of large SBIC's are, 
on the average, about four times as great as those of small and 
medium SBIC's. 
In Figure llc we can observe several very interesting facts. 
In the first place, although small and medium SBIC's are re-
turning about the same on their assets, the small ones are 
returning slightly more on their net worth. This is undoubtedly 
due to the greater use of leverage by the small SBIC's, so here 
is one case of the benefits of using leverage. Also, along the 
same lines, we see that the large SBIC's are using comparatively 
leverage, and therefore their Net Worth Return is only slight+y 
more than their Asset Return, as opposed to a difference of a 
factor of almost 100% for the small and medium SBIC's. 
But the most important fact to be learned from Figure llc 
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is that the large SBIC's are performing twice as well as the 
small and medium ones, and it is therefore apparent that it is 
wise to invest in a large SBIC. 
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APPENDIX I 
Excerpts from remarks by Lewis W. Barron of Barron & Company 
before a group of SBIC directors. 
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Costs involved in most current management counseling setups and also 
in raising capital through existing investment banking channels are 
generally prohibitive for the small business firm, as you will see from 
the following figures. The problem of attracting outside risk capital 
centers on enterprises employing 8 to 100 workers in a range of net 
worth from $20,000 to $500,000. Securities offered by such firms would 
be for the most part less than $250,000. The difficulties of marketing 
such issues through present channels and the prohibitive expense of 
flotations have been statistically summarized in two studies by the 
Securities and Exchange Commission. The reports revealed that (1) 
within a year after the effective registration date the issuers were 
able to sell only 23 per cent of the securities registered; (2) of the 
584 companies in the sample survey 1/3 failed to sell any part of their 
securities. Of those which reported sales, new ventures sold only 27 
per cent of their issues, while established concerns sold 44 per cent 
of the amount registered; (3) of the reported sales, about 71 per cent 
were made within three months after registration. Once the campaign 
period was over, the sales were reduced to a trickle. The cost of these 
generally unsuccessful efforts were as follows: 
Bond Issues 
Preferred Stock 
Common Stock 
8.4% 
16.4% 
22.8% 
These costs were nearly double those incurred for issues between 
$1,000,000 and $5,000,000 on which the averages were as follows: 
Bond Issues 
Preferred Stock 
Common Stock 
4.5% 
8.2% 
15.4% 
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These findings confirm the general opinion that the presently established 
investment channels hardly serve to float any substantial number of 
securities or to find individual investors for new independent enterprises 
or going concerns of moderate size that need outside capital for expansion. 
In the flotation of securities there are inescapable fixed items of 
underwriting expense -- registration, legal, accounting, engineering, 
printing, listing, etc. --that apply to small and ~rge issues alike. 
And it is obvious that it takes more selling effort to market a security 
of an unknown than of a big name business. As a result, the investment 
banking firms ordinarily regard a flotation under $1,000,000 as 
unprofitable. The larger investment bankers are prone to consider an 
undertaking even between $1,000,000 and $5,000,000 as one of doubtful 
advantage. For stock flotations in amounts of $100,000 or less, regular 
channels of underwriting are practically unavailable. Without citing 
figures the same is also true concerning most management counseling 
firms. The amount of effort in seeking out the facts is the same for 
small companies as most medium size or large companies and the smaller 
companies cannot stand the fee. 
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DEPUTY ADMINISTRATOR FOR INVESTMENT DIVISION 
Approved: John E. Home 
Admlnlatrator 
February 23, 1962 T 
OFFICE OF INVESTMENT 
Dilects, OO«dlnates and administers poUcles and prOQlOiliB of 
lnoestment and 1endlno, Ucens.lno, examlootion and servlclnq 
under the SDMJU Business Investment Act of 1958. Rev!-• and 
aakeo recamnencbtlons ._..uno the Issuance ofllceuseo and 
loans to small buslneoa Investment companies. Dllects the de-
velqmtent of requlaUaus and procedures in cmnecUon with the 
examJnatlm of small business investment compcmJes. Reviews 
and reccmmends actim on matters disclosed by the examination. 
I I 
PROGRAM MlMJNISTRA TION AND COMPLIANCE DIVISION DEVELOPMENT COMPANY ACTIVITIES DIVISION 
Develops, recommends, and implements acmuntino re--
quirements, and requlations and procedures concerninq 
reportinq requirements for investment companies operat-
inq under the Act. Plans the over-all administration and 
compliance Pf091'01D· Administers and directs a contin~r 
inq proqram of examination of investment cc:xnpanies for 
determination of the soundness ond rellablllty of their ,.,.. 
ports and the companies' compliance with the Act and re--
qulations promulqated thereunder. Based on disclosures, 
takes or recommends action to assure compliance with the 
reoulations. Directs special studies lor policy ouidonce 
on aCOOW'ltinq, reports, financtal analysis, compliance, 
revision or substitution of rules and requlations andre-
lated matters conceminq small business investment CCII)oo 
-lea. Requests leoal advice and opinions &an the 
Office of General Counsel on matters pertalnlno to the 
administration and compliance activities. Interprets 
Directs the development of requlatioos, procedures, and 
criteria relatinq to the execution of the development co~ 
pany activities and lendinq Pl"09f0Dl8, includinq the co-
ordination of a P1'0Q1'CDD to assure that all State and local 
development companies located in distressed labor areas 
are advised of services available to them under Title V 
of the Act. Directs the handllno of appUCGtions lor loans 
from State and local development companies. Develops 
policies and PJ'OO[UIDB pertalnlno to the odmlnlatration and 
S8JVicinq of 1oana made to such c:o~~~pemiea. Directs a 
proqrom lor the financial analysis of State pl<MjrQID and 
local development companies and lor - of the dota de-
rived theoeltom by SBA directly and In counsellno c::om-
pany DMJJ>:Joements. Under authority del~ &em the 
Area Redevelopment Admlnislrotlon, o-rtmeDt of Com-
merce, provides direction and interprets procedwes re-
latiao to the processino and admlnlstrotlon of ARA loans 
1n connection with the State and local development cc;n.. 
panies. 
rules and requlations relatin9 to the q:~eration of small 
business investment companies. 
T 
r 
PROGRAM AOMINISTRA TION BRANCH 
AooiY"" CPA annual audit reports made on Individual 
SBIC'a and refen audit exeeptia'la cmd apparent vto-
laUcns to other •e9Diftta eX the aoanization for ~ 
prtate action. Analyzes cmd reviews quarterly F1nanctal 
Repats submitted to SBA by lndlvidud SBIC's and peri-
odic reports submitted by State and local development 
Cl<lq>anies. Developa <Old pcescrlbes to Individual SBIC's 
the CICCQintino and noportinQ systems, and qlves advice 
OD Cl<:<lOUlltinO principles, practices, problems ond ..,. 
laled matters. Concmcts a proqrom to acquaint independ-
eot CPA's and the mannoement of Investment companies 
with the requ~...-s of SBA as to accountino and 
scope of audita of such companies. Directs a prooram 
lor flnaDclal, statistical and. economic aoolyses of iJ>. 
vestment compcmies and prepares cmalyUcal statli:Ucal 
cmd summary reports on the _.ations of all Uc.wed 
SBIC'a for the use cl SBA directly and In counseUno 
"-Y manaoement. As directed, m<*ea special 
studies cl an aci:ountlno or financial ootwe lnc1udtno 
the o-lcns of an Individual SBIC. 
1 
COMPLIANCE BRANCH 
t.bltes periodic reviews of ind.ividucd SIIXIll business in--
vestment companies to detemi.ne compliance with policy 
statements CX~ntained in the PropoaaJ and with existinQ 
Nles and teQUiatlons. Conducts _.,lal proqrom exami-
nations of small business investment cxmpaniea on ~ 
plaints &om the pubUc to determine whether anY pro. . 
visions of the Act or the l1lles and reoulatJons provided 
thereunder have been or are about to be violated. Re-
fers to the Secwlty and ln-tioatlon Division, Office of 
Persoanel, those casH involvino violations which re-
quint action by that Division. Examines problems which 
arise in connection with SBJC operaticns which are or 
may be subject to reoulations under the Act. ties ,.,.. 
commendations fa- administrative acUm to correct de-
ficiencies of a mincx nature. Submits a ftndino of fact 
in support of any leqal action requited In coanectlon 
with the suspenaioo or cancellation of a license. Serves 
as an expert witness in auppori. of any leQal proceedino 
btouoht -lnst any Individual s...U business lnwatmaJt 
company. Collaborates with Genend Counsel in .,._,.,. 
l 
T 
INVESTMENT ACTMTIES DIVISION 
Develops and recommends requlations and procedurM for 
the licensing of small b.urlness investment cr:>q)<lnies. 
Takes or reco....,nds final action on proposals and,.,.. 
quests for licensinQ of small business investment com-
panies to operate under the Small Business Investment 
Act of 1958. Approves or dls-toves post-Ucenslno 
amendments, applications for ruliRQS, interpretations, ex· 
ceptlons, etc. Develops and ~ reoulatlons, 
prooedures, and alterla ntlatino to I"? purchase of sub-
ordinated debontuntS &om, and the ~tino of loans to, 
small buslneoa Investment companies. Counsels and iJ>. 
terpntts reoulatlons lor partles lntensted In lormlno sniall 
business Investment companies. Directs and adminlstem 
policies and - pertalnlno to the admlnlstrotlon and 
servicinq of debentures purd:aaaed from and loans made to 
such companies by SBA. Takes or recommends final ac· 
lion on requests to purchase s~rdinated debentures 
purchased issued by small business investment coq>anies. 
Takes or recommends final action on proposals to est~ 
lish redemption funds, revise maturities, or to issue ad-
dltioool equity oblloatlons. Tc*es appropriate actions on 
loans made to investment companies to protect the GoverJ1oo 
ments ftnandal iDterests. Directs special studies for 
policy quidcmce oo loan aervicino and administration 
matters concemiD9 small business investmen~ companies. 
Coordinotes the activities of the division with other of-
floss of SBA. Conducts _.,lal studies cowrlno siQniU-
cont poUcy and procedurol questions as they arise. 
T 
r 
LICENSING IIRANOI 
I 
PROCEDURES AND SERVICES DIVISION 
Develops and maintains the lnves-nt Division manual 
and recommends other Issuances des!~ to "- the 
Washinolon and field offices fully advised of policy and 
procedural decisions approved by the Admialstrator and 
Deputy Admlnlatrotor. Develops and cocmllnates the """ 
paratlon of budoetary estimates and justlfloatlons and 
maintains liaison with the Office of Budoet and Office of 
Finance and Accoonts In connection with liscnl and bud-
oetary matters. Admlalsters the persODDe! mano-t 
orooram and maintains Uat- with the Offlco of Peraon-
nel reoardlno such mattws. Develops and maiDtalns a 
res>ortino system desl~ to k- the Admlnlsllator and 
all Washlnoton and field officials fully Informed of all 
activities involvtoo the investment proormo. Develops 
and maintains CODbol ond other records n~latino to ap-
pUcotions lor u- and loans to small business iJ>. 
vestment companies and loans to State cmd load invest-
ment companies. Assumes responsibility for the tiJDe.. 
Unesa of anawerino all inquiries and coc:xdim:tea the 
lumlshino of ""'"'"'ted lniormatlon. U....lops maillno 
Uats and cocmllnates the public relations p[OOI'OID, moln-
tolnino liaison with the Office of lnformtion Services 
and other Interested offices. Handlee all llavel and other 
administrotive matters lor the DlvisiOIL Coq,letse such 
special Pto)ects as assloned. 
I 
POST-LICENSING BRANCH 
Develops requlations, or amendments to exiatino requ. 
lations, rela:Uno to the licenaiDCJ of small business ~ 
vestment companies. COtDJels with individuals or 
<JOUpa interested in fcrminQ a amall business investment 
company and explains and Interprets reoulations ond 
policies relatiDQ to the formation cmd operation of such 
companies. Examines and recommends approval or dia-
apJroval of propoaals or requests for licensb)Q of small 
business investment compan!ee: to operote ~the 
Small Business Investment Act. Requests leoal advice 
and opinions &em the O!Uce of GeneroJ Counsel on 
matters or problems arisiDQ in connection with. the li-
censtno of small bJ.siness 1nY8Stment ccxnpanies. 
Develops reoulations, or amendments of exlstinQ ,_ 
lations, relating to post-licenaino activities. Reco• 
mends approval or disapproval of post-Ucenstno IJIII8IICI. 
menta, CJA)licatioos fer rulinQS, interl)retationa, exmpt-
lons, etc. Develops p:ocedures and criteria relatlnQ to 
the purchase of sub-ordinated debonllnS &om, and the 
vrantin9 of loans to, small business tnveabl8nt com-
panies. Directs activities relatinCJ to the adminiatratton 
and servlclno of debentlftS purchased &om cmd Joana 
DMJde to such companies by SBA. E.-use and rec:om-
mends actioo oo requ•ts to J)W'cbase of sub-ordinated 
debent~es Issued by small business lnvestmeDt """" 
panles and -Ucations lor loans &om such comp~nles. 
Examtnes and recommends final actic:ft oa propoeals to 
establish redemption funds, revise DDtl..dUea, or to 
Issue adiuonal equity oblioatlona. Requests 1~ ad-
vice and opinions &em the Office of Goo.al Counsel 
on matters or problems arlsinQ In cannoctlaa with the 
post-licenaino activities of small busiDoaa "'-tment 
companleo. 
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APPENDIX :rn: 
SBIC Market Action Chart. 
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10/31/62 10/31/62 10/31/62 
Name of SBIC Bid Price Book Value P/BV~%2 
1. Advance Growth Capital 4.875 9.31 52 
2. Allied Capital 4.75 10.34 45 
3. Anderson N.E. Capita 1 5.25 13.39 39 
4. Boston Capital 7.75 13.85 56 
5. Business Capital 4.125 9.12 45 
6. Business Funds 6.125 9.97 62 
7. Calif. Growth Capital 5.00 11.07 45 
8. Capital Investments 7.25 5.58 130 
9. Capital Southwest 5. 75 9.96 58 
.0. Capital for Technical Ind. 5.875 8.91 66 
_1. Carolinas Capital 5. 75 8.81 65 
.2. Central Investment 1. 75 3.38 52 
_3. Citizens & Southern Capital 3.50 5.00 70 
_4. Continental Capital 7.75 12.45 62 
_5. Delta Capital 5.50 9.80 56 
_6. Developers SBIC 2.75 4.48 61 
~ 7. Electronics Capital 9.75 13.99 70 
l8. First Conn. SBIC 7.25 9. 71 75 
l9. First Midwest Capital 4.625 6.52 75 
~0. First SBIC of N.J. 6.00 11.26 53 
n. Florida Capital 3.875 7.20 54 
~2. Franklin Corp. 7.50 9.63 77 
~3. Greater Wash. Ind. Inv. 7.375 8.83 83 
~4. Growth Capital 11.75 19.71 60 
~5. Gulf-Southwest Capital 5.625 10.88 52 
~6. Ill. Capital Investment 6.875 9. 09 75 
~7. Lasalle St. Capital 4.50 7.4 7 63 
~8. Marine Cllpital 6. 75 14.02 48 
29. Midland Capital 6.375 11.64 55 
30. Mid-States Bus. Capital 6.00 10.27 58 
31. Minnesota Capital 0.375 1.00 38 
32. Monmouth Capital 4.50 8.63 52 
33. Narragansett Capital 4.125 9.32 44 
34. Puerto Rico Capital 5.25 8.86 59 
35. St. Louis Capital 6.50 9.01 72 
36. Science Capita 1 3.25 7.13 45 
~7. Sierra Capital 5.625 9.15 61 
8. SBIC of N.Y. 11.00 18.32 60 
9. Southeastern Capital 5.375 11.35 48 
0. Southwestern Capital 1.25 2. 71 46 
1. Techno-Fund 3.00 8.69 35 
2. Texas Capital 3.875 6.57 59 
3. Venture Capital 4.625 4.41 105 
4. Virginia Capital 6.50 9.53 68 
5. Water Industries Capital 6.625 9.92 66 
6. Westland Capital 6.375 10.00 63 
Average = 60 
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